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Pursue Excellence to Gain Trust of Capital Markets
Create Value to Shareholders

Better Serve Cur Customers and Expand Market
Become a Service Provider to Global Oil Industry

s Received by
COSL Since s Listing:

— 2002 "Best Investor Relations for IPO" 1st Runner
up by /R Magazine

— 2003 "10 Best Managed Companies" by
Finance Asia

: — 2003 "10 Best Small Companies" and "10 Most
Accessible Management' in Asia by  Furo Money

On February 14, 2003, COSL was included in the 200
constituent stocks in the Hang Seng Composite Index
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Chairman's Statement

During 2003 COSL has increased shareholders' value by delivering
a promising business performance. By embracing consistent high
standards in operations and management, and transparent corporate
governance, we have gained the additional confidence of the capital
markets. Our Quality, Health, Safety and
Environment (QHSE) program has also

provided a quality living and working
environment to our employees as well
as tothe community within
which we operate.

To our shareholders, Fu Chengyu
2003 represented the first full fiscal year Chairman
since our listing on the Main Board of the
Hong Kong Stock Exchange. It is my
pleasure to announce that COSL has
increased shareholders' value by delivering
a promising business performance. By
embracing consistent high standards in
operations and management, and
transparent corporate governance, we have
gained the additional confidence of the
capital market. Our Quality, Health, Safety
and Environment (QHSE) program has also
provided a quality living and work
environment to our employees as well as
to the community within which we operate.
We have been able to operate reasonably
efficiently during 2003,

Total turnover for the year amounted




to RMB3,062.3 million, representing an
increase of 12.3% over 2002. Net profit
surged 31.5% from RMB354.4 million in
2002 to reach RMB465.9 million in 2003.
The Board of Directors has recommended
a final dividend of RMB2.27 cents per
share for the year ended December 31,
2003. Plus our special interim dividend,
our 2003 dividend reached approximately
30% of our net profit.

With our business track record, COSL
(HK Stock Code: 2883) is gradually
gaining recognition from the capital
markets. Qur share price grew by 45%
in 2003. In February 2003, COSL was
included in the 200 constituent stocks
in the Hang Seng Composite Index. In
addition, COSL was elected as one of
2003 's "10 Best Small Companies” in
Asia and 2003 's "10 Most Accessible
Management" in Asia by £uro Money
as well as 2003 's "10 Best Managed

Companies " by Finance Asia.

Throughout the years, the robust economic
growth in the PRC has stimulated the
demand for oil and gas. As a result,
oilfields offshore China have played an
increasingly important role in providing
oil and natural gas to the PRC market.
Offshore China represents a huge
potential and | have put much emphasis
on our services to offshore oil and gas
exploration and development in China.
| am also aware of the enormous
responsibilities the management has to
bear on their shoulders. CNOOC Limited

has already announced that its capital
expenditure for exploration in 2004 will
double that of 2003 to reach between
US$270 million to US$290 miliion, while
its capital expenditure for development
in 2004 will increase between 52% to
62% to reach between US$1.6 billion to
US$1.7 billion. This is a clear indication
that the senior management of CNOOC
Limited are highly confident of the
potentials of offshore oil and gas

exploration and development in China.

According to International Energy Agency's
statistics, China's daily oil consumption
in 2003 reached 5.76 million barrels and
exceeded Japan to become the world's
second largest country for oil consumption.
Total import by China of crude oil in
2003 increased by 31.3% over 2002 to
reach 91.12 million tons, accounting for
approximately 35% of nationwide oil
consumption. Strong market demand
drives oil companies in the PRC to seek
oil and gas resources overseas. As the
international price level for crude oil
remains relatively high and E&P
companies increase their capital
expenditure in exploration, development
and production, oilfield service industry
gradually recovered from the relatively
low level of activities in 2002. COSL will
maintain its leading position in the PRC
market while further extending its reach
to overseas markets. In its overseas drive,
COSL will focus on developing key
markets such as Southeast Asia and
Caspian Sea. With Mr.Alan Good's team

joining us, COSL is confident of its further

development in the international market.

At present, COSL is the only listed
integrated oilfield services provider in
China. COSL enjoys a competitive edge
in terms of market penetration, scope
of services and customer relationships
in the offshore China market. Aware of
the increasing market competition, COSL
will endeavor to maintain its leading
position by developing new competitive
strengths. To meet the robust demand
in the PRC, COSL is increasing its capital
expenditures and upgrading its
equipment. To fulfill the growing demand
for drilling services offshore China, COSL
has decided to bring back the Bohai 1X
rig from Nigeria as well as to lease a
300-feet foreign drilling rig. As at the
end of 2003, COSL operated a total of
13 drilling rigs, among which 12 drilling
rigs operate offshore China. In addition,
COSL added five new AHTS and standby
vessels and acquired two logging-while-
drilling (LWD)and Ontrack measuring-
while-drilling (MWD)logging tools. To
ensure our market leadership, we will
continue our capital expenditures in
2004, with part of the proceeds from
our 2002 share offering to further grow
our company. We have signed
construction contract for a new 400 feet
jack up rig in the first quarter in 2004,
In addition, COSL is building 11 AHTS
vessels and standby vessels and one
integrated investigation vessel. We are

also upgrading our equipment for seismic




Chairman's Statement

data collection and processing. All of
these new technical capabilities will

contribute to COSL's continuous growth.

Needless to say, simple enhancement in
equipment and capabilities alone cannot
ensure our sustainable growth. Therefore,
we continue to strive for improvement
in our management and innovation in
our operations. Professional management
and technical innovation have always
been the two main engines of our
development. The restructuring and
listing of COSL are the results and first

step of our never-ending pursuit of better

corporate management and better
operational efficiency. | am keenly aware
that managerial innovaticn is a perennial
topic for both CNOOC Group and COSL.
Last October, | was appointed President
of CNOOC Group and Chairman and
CEO of CNOOC Limited. In November,
| resigned from the position of CEO of
COSL, and the COSL Board of Directors
appointed Mr.Yuan Guangyu, then Chief
Operating Officer of COSL, to take over
my CEQO role. Mr.Yuan is highly
competent, with solid management
experience and remarkable leadership

capabilities. We have had in-depth

discussions in regard to COSL's
development, as well as how to
continuously create value for our
shareholders. We share the same visions
on many issues, including how to
strengthen our corporate governance
and business culture, to increase our
corporate transparency and to realise
the best value for our shareholders. |
believe, Mr.Yuan is the ideal candidate
for bringing valuable managerial
innovations and technical capabilities to
COSL. | am confident that Mr.Yuan will
lead COSL to further success. | would
like to take this opportunity to thank our
shareholders for your continued
confidence and support, as well as Mr.
Yang Yexin, our former Executive Director,
for his tremendous contribution to the
successful listing and operations of COSL.
In October 2003, he resigned as an
Executive Director to take on a new
appointment. Last but not least, | have
to thank our competent and dedicated
employees for their magnificent work in
the past year. They are indeed the most

valuable assets of COSL.

pr—z

Fu Chengyu

Chairman

March 23,2004
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CEO 's Report

Dear Sharehclders,

COSL achieved solid operating results in
2003. As the CEO of COSL, | am pleased
to report our achievements in the past
year and introduce to you our future

development plans.

Continued growth and
increased profitability
Benefiting from the robust economic
development in China and the strong
growth in exploration and production
offshore China, COSL's turnover in 2003
reached RMB3,062.3 million, an increase
of 12.3% over 2002. Operating profit
was RMB549.8 million and net profit
was RMB465.9 million, representing
increases of 13.8% and 31.5%,
respectively, compared to 2002. The
operating profit margin and the net
profit margin reached historical highs of
18.0% and 15.2%, respectively. In
particular, drilling services and geophysical
services recorded encouraging results in
2003. Drilling services experienced a
20.5% growth, primarily attributable to
increased drilling activities and higher
day rates we charged. Geophysical services
grew by 22.8%, on top of the 25.6%
growth in 2002. We managed to achieve
this growth in geophysical services largely
because we continued to capture
opportunities in the domestic 2D seismic
market and to further develop our domestic
3D seismic business. With newly-built
vessels in service, our marine support and
transportation business realized a 4.9%

growth. For well services, during the first

half of 2003, we faced increased competition
and pricing pressure, but during the second
half, we responded to market requirements
quickly and were able to utilize our
Integrated Project Management (IPM)
program to meet the needs of our
customers. By the end of the year, well
services contributed RMB672.5 million
to our turnover in 2003, very much
matching RMB671.6 million in 2002.

As of the end of 2003, COSL's total assets
grew by 3.4 % to RMB8,231.0 million.
Shareholders' equity grew by 5.9 % to
RMB6,545.1 million. The debt-to-assets
ratio was a modest 20.5%, which fell by
2% compared to 2002.

COSL achieved its operational goals
during its first full year of operation since
its restructuring and listing in November
2002. With double-digit growth in both
turnover and profit, we have fulfilled our

promise to our shareholders.

Exploiting our strengths in

new markets,a strategy in
our business development

[n 2003, we worked hard to maintain
our dominant position in the offshore
China market and continue to enhance
our competitive strengths. The following
are selected highlights of our business

development in 2003:

B We were able to further market our
IPM capabilities. Our IPM program not

only provides our customers with a one-

stop shop opportunity, but also works
to require further service integration
across our business segments. It forces
us to integrate our core professional
strengths and to deploy our internal and
external resources efficiently and to make
them available for sharing across
segments. As a result, we increased
our turnover by serving our customers
better. For example, we were awarded
a bundling service contract in 2003 to
service development wells in the Kerr-
McGee CFD11-1/2 block and also to
perform well completion for the BZ25-
1 development well. In 2003, turnover
generated from our IPM program
amounted to RMB437.0 million,
contributing 14% to our total turnover,
5% higher than its 9% turnover
contribution in 2002.

B We actively seized market
opportunities to grow our business. At
present, oilfield services to production
projects are experiencing rapid growth,
Convinced by continuous growth in a
number of offshore oilfields, COSL's
management believes well workover will
be one of qur fastest growing businesses.
We also expect our well workover
business to bring other well services
required by production fields. As such,
we worked hard to enhance our well
workover capability and technical
support. For example, we earned a good
mention and gained market recognition
through our well workover pump service

turnkey contracts. Through our agreement




with ConocoPhillips to provide well
workover services to its Penglai 19-3A block,
we were also able to secure opportunities
to provide further well workover services,
including equipment manufacturing,

installation, mainterance and operation.

We increased our presence in the
overseas markets, Turnover generated
from our overseas activities contributed
approximately 10% to our total turnover.
We are determined to become an
international player in the oilfield services
market. After Bohai IV provided services
in Indonesia for over a year, it again was
awarded another contract in an cpen
bid in Indonesia. It is now evident that
we have reinforced our presence in the
Indonesian market. We are hoping to
use this presence in Indonesia to offer
other services there and to increase our

market share and profitability.

Meanwhile, we have hired a number
of experienced overseas professionals
to join our management team. One of
them is Mr.Alan Good, who was
appointed Vice President for our overseas

market development and management.

Enhancing our equipment
and technical capability as
the key to sustainable growth
Equipment and technical capabilities are
indispensable to an oilfield services
company. In 2003, we used part of the
proceeds from our global offering to

improve our hardware. In addition to

commissioning five newly-built AHTS
and standby vessels into our marine
support fleet, we launched our
construction project to build a new jack-
up rig with the ability to drill in water
depths of up to 400 feet. In an effort to

alleviate the current shortage of jack-up

rigs in the domestic market, we dry-
leased a foreign drilling rig in 2003 to
perform drilling services in the Bohai Bay
area. We also procured logging-while-
drilling {LWD) and Ontrack measuring-
while-drilling (MWD) logging tools to

increase our capability in high-end well

Yuan Guangyu
Chief Executive Officer




CEO's Report

services business. These capital
expenditure projects played and will
continue to play an important role in
COSL's technical competitiveness and its

overall business growth.

We have strengthened our research and
development capabilities by developing
in-house an enhanced logging and
interpretive system (ELIS) and a low-
temperature cementing system. We
intend to further improve our equipment
and technology that are important to
our overall competitiveness, such as those
used for high-temperature mud salt level
control, shallow water cementing and

data transformation services.

Always put people first when
it comes to health,safety and
environment

At COSL, we value employees' health,
safety and overall environment, which
is also the essence of our Quality, Health,
Safety and Environment (QHSE) program.
As such, we have put much emphasis
on ISM certification as part of our QHSE
program in 2003. As a result of our hard
work, we have successfully obtained an
ISM certification as well as the
certification from China Maritime
Administration. The outbreak of SARS in
the first half of 2003 challenged our
contingency system and adaptability. In
the end, however, we did not record a
single case of infection and our business

operated smoothly.




In 2003, our OSHA occupation incident
rate was 0.22, exhibiting a reasonably

safe working environment.

Thoughts on 2004

Under the leadership of Mr.Fu Chengyu,
our Chairman and former CEO, we
achieved encouraging results in 2003,

in November 2003, Mr.Fu took up a new

post and resigned from his position as

CEO while retaining his post as the
Chairman of our Board of Directors. It
is my honor to be appointed CEO by the
Board of Directors. With over 20 years
of experience in the oil industry, | am
confident of my experience and
competence as well as COSL's prominent
management team and immense
development potential.Looking ahead

into 2004, COSL's management and |

will continue to embrace the corporate
mission of "We must do better’ and create
the best value for our shareholders. With
the rapid development of the Chinese
economy and the increasing demand for
resources in the PRC markets, we believe
the exploration and development
activities offshore China will remain
vigorous. The international market for
oiffield services should also cater to COSL 's
future development. Qur strategy is to
focus on technology, cost effectiveness,
integration and overseas expansion, We
are well-prepared in capturing the
opportunities ahead and further develop

our business.

Lastly, | would like to thank all our
employees for their hard work and team
spirit. | would also like to thank our
shareholders for your trust in COSL. We
will work harder to deliver better

operating results to our shareholders.

Yuan Guangyu
Chief Executive Officer

March 23,2004
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Revenue by Segment
RMB(000)

308,086
476,924 (13.0%)

{20.2%)

595,072
(25.1%)

985,484

387,046
602,710 {14.2%)

(22.1%)

671,612% s 1,064,414
(24.7%, a (39.0%)

475,263

631.972 {15.5%)

(20.6%)

672,522
{22.0%)

1,282,438

(41.7%) (41.9%)
20071 2002 2003
Capital Expenditure by Segment
RMB(000)
43,256 38,000
(5.7%}) (3.0%}
222,000
267,457 252,094 134,609 (17.7%)
(28.3%) {27.3%) {17.6%)

120,684 ]

465,064

(60.9%})
120,563

(15.8%)

(50.2%)

366,000

{13.0%) (29.1%)
284,554
{30.8%)
2001 2002 2003
* Capitat expenditures include cash prepayments/down payment for pfant and equipment which are not yet put into use Sl
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Riding on higher global demand for oil and gas, higher oil prices
and increased exploration, development and production activities
from oil and gas companies, 2003 was a year of progress for the
global oilfiela services industry.

Industry Review

2003 was a tumultuous year in
international politics. But for the global
oil industry, it was an unconventional
year. Qil prices fluctuated throughout
2003 and stood high at an average of
US$30.34/barrel largely as a result of the
oil industry strike in Venezuela and war

in Irag.

in terms of crude oil demand, a report
published by the International Energy Agency
(IEA) indicated that world crude oil
consumption in 2003 was approximately
78.46 million barrels/day, an increase of
1.9% compared to 2002. USA, which

consumes approximately one fourth

crude oil in the world, experienced an
increase in heating oil consumption
during the first quarter and domestic
natural gas in the USA averaged
US$5.29/tcf. Imports of crude oil by the
USA increased. In Japan, 17 nuclear plants
were shut down (five of which have
come back into operation), which led to
a surge in demand for crude oil. In China,
economic growth managed to record
an impressive 9.1% growth, which added
further demand for crude oil. According to
the IEA, China has surpassed Japan to
become the second largest consumer of
oil in the world at 5.76 million barrels/day,
or 7.1% of total world consumption.
China imported a total of 91.12 million
tons of crude oil in 2003, increasing by
31.3% compared to 2002. This rise of
demand in China was primarily due to
a surge in demand for electricity and

increase in automobile ownership.

In terms of global crude cil supply,
average crude oil production was
approximately 82.10 million barrels/day,
an increase of 4% compared to 2002.

OPEC accounted for an average of 25.8




million barrels/day, which represented
an over-production of 1.3 million
barrels/day, but 145,000 barrels less than
the average daily production in 2002. In
2003, preduction increases from non-
OPEC countries, especially Russia, North
Sea in United Kingdom and Brazit had
in a way offset a production decline from
OPEC countries. As such, there was

basically a balance in overall global oil

supply.

Riding on higher global demand for oil
and gas, higher oil prices and increased
exploration, development and production
activities from oil and gas companies,
2003 was a year of progress for the
global oilfield services industry, shaking

off uncertain prospects from 2002.

As the dominant integrated oilfield
services provider in the offshore China
market, COSL's performance was most
influenced by exploration and
development activities offshore China.
According to public information released
by CNOOC Limited(0883.HK), capital
expenditure in exploration and
development in the offshore China
market reccrded a CAGR of 20.7%
between 1997 and 2002 and the capital
expenditure in exploration activity grew
at a CAGR of 22.7%. COSL benefited
from this continued growth of exploration
and development activities offshore
China, which led to a strong and steady
growth in all areas of our business. The

number of exploration wells we drilled

remained the same as 2002 at 57, while
the number of development wells we
drilled surged to 139, representing an

increase of 73 wells over 2002.

Apart from drilling services, COSL offers
a full range of other oilfield services,
including well services, marine support
and transportation services as well as
geophysical services, spanning each

phase of the exploration, development

and production process. In line with our
long-term development strategies, we
will continue to synergize and integrate
our services so as to provide efficient,
effective and professional services to our

customers.
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We are the dominant provider of drilling services in the offshore
China market. We also provide well workover services to our customers
in connection with our production related drilling services.

Business Review

Drilling Services

We are the dominant provider of drilling
services in the offshore China market.
We also provide well workover services
to our customers in connection with our
production related drilling services. As
of December 31, 2003, we owned 12
drilling rigs and operated one additional
rig as a dry-lease. Seven out of our 13
drilling rigs operated in the Bohai Bay.
Three drilling rigs were deployed in South
China Sea, two of which were semi-
submersibles. Another semi-submersible
operated in East China Sea, while cne
of our jack-up rigs was assigned to
offshore Jakarta, Indonesia. The jack-up
drilling rig we leased in November 2003
was subject to renovation and did not

come into service until early 2004,

We mainly work under two types of
drilling contracts. The first type is called
well-by-well contracts, which covers one
or more independent wells based on
fixed day rates. Most of our drilling

contracts fall into this category. The other

type is IPM contracts, which typically
provides a lump sum payment for drilling
and related oilfield services for a specified

number of wells,

In 2003, demand for our drilling services
remained strong. We drilled a total of
196 wells in 2003 (including 25 vvellsb
currently under development). The
number of exploration wells we drilled
remained the same as 2002 at 57 wells
(including six wells in overseas projects),
while the number of development wells
we drilled surged to 139 wells (including
19 wells in overseas projects), compared
1o 66 wells in 2002.

Benefitting from high exploration and
development activities offshore China,
demand for our drilling rigs, especially
for our jack-up rigs remained strong.
In 2003, our drilling rigs operated for
a total of 3,525 days, an increase of
298 days compared to 2002. Operating
days for our jack-up rigs increased by
466 days over 2002 while our semi-
submersibles operated 168 days less

compared to 2002. Preparation days fell
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Management Discussion & Analysis

by 363 to 345 days in 2003, compared
to 708 days in 2002, resulting in an
increase in the number of days available
for operation. This increase, together
with a decrease in operating days for
our semi-submersibles, led to a decline
in the overall utilization rate, from 87.9%
in 2002 to 87.4% in 2003. The average
utilization rate for our jack-up rigs
increased from 86.4% in 2002 to 94.1%
in 2003, while the average utilization
rate for our semi-submersibles decreased
from 93.1% in 2002 to 65.0% in 2003.
Overall day rates we charged went up
by 5.5% in 2003. Average day rate for
our jack-up rigs increased by 8.2% from
US$29,102/day in 2002 to US$31,501/day
in 2003. Average day rate for our semi-
submersibles increased by 11.6% from
US$44,910/day in 2002 to
US$50,115/day in 2003.

Comparative Day Rates

US$/day

70,000

50,000
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50,019

41,322
’ 44,910

350,115

50,000

40,000
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20,000

10,000

Jack-up =3
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Together with our drilling services
expansion, our production platform well
workover services picked up momentum.
In 2003 we completed well workover
jobs of 6,600 days/team, or 828 wells,
an increase from the 4,820 days/team
or815wellsin 2002. In 2003, we performed
well workover services in Liaodong Bay,
Suizhong 361, Boxi and Bonan blocks,
and had successfully reduced the
conventional pump recovery cycle from
11 days to 7.84 days. On the other hand,
we entered into a production platform
well workover service agreement with
ConocoPhillips China in September 2003
for the development of the Peng Lai 19-
3 block. The three-year contract calls for
COSL to build a well workover rig for the
block, and to provide well workover
services to this production sharing

company.

Wells Drilled by Area

During the year, our drilling rigs
performed most drilling operations in
the Bohai Bay, Western South China Sea,
Eastern South China Sea and East China
Sea. Bohai 4 provided drilling services
offshore Indonesia. Bohai 9 completed
its drilling assignment offshore West
Africa and began working on a new
drilling assignment in the Bohai Bay area
in December 2003.

In April 2003, with a view to satisfying
the ongoing market demand for drilling
services, COSL initiated its construction
program to build a new jack-up rig that
can drill in water depths of up to 400
feet. As of the end of the year, we were
reviewing bids from potential
construction shipyards.On March 29,
2004, we signed the construction

contract with Dalian New Ship Building

1998 1999 2000 2001 2002 2003
Bohai Bay 36 167 109 144 76 134
East China Sea 1 4 1 1
Eastern South ChinaSea 19 " 7 4 7 1
Western South China Sea 9 8 24 9 40 25
Overseas 25
Total Wells Drilled 65 186 144 158 123 196




List of 2003 Rig Assignments

Rig Contract Operator Drilling Start Day Wells Location

8H4 Drilling CNOOC SES 01/18 25 Indonesia

BHS Drilling CNOOC 01/17 6 Bohai Bay

BH5 Drilling CNOOC 06/26 34 Bohai Bay

BH7 Drilling KERR-McGEE 02/04 11 Bohai Bay

BH7 Drilling CNOOC 10/18 8 Bohai Bay

BHS8 Drilling(IPM) ~ PHILLIPS 01/20 2 Bohai Bay

BHS Drilling CNOOC 04/09 2 Bohai Bay

BHS Drilling CNOOC 05/08 17 Bohai Bay

BH8 Drilling KERR-McGEE 1114 6 Bohai Bay

BHY Drilling AMNI STANDBY 0 Nigeria

BHY Drilling CNOOC 12/28 1 Bohai Bay

BH10 Drilling CNOQC 02/17 7 Bohai Bay

BH10 Drilling KERR-McGEE 05/05 1 Bohai Bay

BH12 Drilling CNOGC 02/14 4 Bohai Bay

BH12 Drilling CNOOC 05/25 17 Bohai Bay

NH1 Drilling PHILLIPS 01/27 13 Bohai Bay

NH1 Drilling CNOOC 11/03 5 Bohai Bay

NH2 Drilling HUSKY 01/04 2 South China Sea(Wj

NH2 Dritling CNOOC 03/01 3 South China Sea(E)

NH2 Drilling CNOOC 07/27 1 South China Sea{w)

NH2 Drilling CNOOC 12/24 1 South China Sea(W)

NH4 Drilling CNOOC 02/07 17 South China Sea(W}

NHS Drilling CNOOQC 02/10 5 South China Sea(E)

NH5 Drilling TCPOC 09/26 1 South China Sea(E)

NH5 Drilling CNOOC 12/22 1 East China Sea

NH6 Drilling DEVON 02/02 1 South China Sea(E)

NH6 Drifling SHELL 02/24 1 South China Sea(E)

NH6E Drilling CNOOC 10/08 2 South China Sea(W)

NH6 Drilling CNOQC 12/04 2 South China Sea(W)
Total 196

Heavy Industries Co., Ltd to build the
jack-up rig for a total contract price of
RMB450 million, including the
installation, but excluding the purchase,
of the relevant drilling-related systems
and equipment. In addition, COSL dry-

leased a jack-up rig in November 2003.

Built in 1976, the jack-up rig has legs
of 127.2 meters long,and is capable of
drilling depths of up to 6,000 meters.
The charter contract has a duration of
eight years, (includes periods of
renovating and upgrading). The rig was

transported to Dalian City in November

2003 as provided in the agreement,
and was deployed in early 2004 for
drilling exploratoin wells in the Bohai
Bay area following a preliminary

upgrade.
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Management Discussion & Analysis

The well services we offer include wire-line logging, drilling fluids,

directional drilling, cementing and downhole services and data

totalization services (DTS).
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Well Services

We provide a full range of well services
to exploration and production companies
operating offshore China in addition to
certain onshore projects. The well services
we offer include wire-line logging, drilling
fluids, directional drilling,cementing and
downhole services and data totalization

services (DTS).

Logging

We provide onshore and offshore logging
services for open-hole, cased hole production
wells, including on-site logging data
collection and processing. These services
include tubing-conveyed perforation (TCP)
and well engineering services. In 2003, we
successfully promoted new logging
technologies to our customers, such as
dual TCP and reservoir regulation. We
conducted 433 logging trips throughout
the year, compared to 536 trips in 2002.
Turnover from logging services decreased
by 10.9% from RMB239 million in 2002
to RMB213 million in 2003. This decrease
was mainly due to fewer exploration activities
by our customers (37 wells in 2003; 43
wells in 2002),and their strategic
adjustments resulting in reduction single-

well logging trips and volume.

Drilling Fluids

We offer drilling fluids services in
conjunction with our drilling services,
which include technical fluids services,
sales of drilling fluids materials and rental
of drilling fluids equipment. The offshore
China market has evolved to using oil-
based mud and high performance clog
reduction fluids. We provided drilling
fluids services to a total of 217 wells in
2003 in our drilling, well completion
and well workover services, slightly
decreasing from the 219 wells in 2002.
Turnover generated from these services
amounted to RMB172 million and
RMB179 million, respectively, in 2003
and 2002.

Cementing

We specially designed our cement slurries
to match various well specifications, such
as density, thickening time and
compression strength. We also provide
cement lab testing, additives and other
related services to our customers. In
2003, we offered new technologies
including low-density high strength
cement slurries and enhanced latex
system for development wells in the

Bohai Bay and exploration wells in the




South China Sea. These new technologies
were well received by our customers. In
2003, we completed cementing services
on 162 wells, representing an increase of
54 wells compared to 2002. The increase
was primarily due to an increase in the
development wells subject to such service
during the year. Turnover generated from
cementing services in 2003 and 2002
were RMB121.0 million and RMB133.0
million, respectively. Cementing turnover
declined by 9% compared to 2002 mainly
because we did not perform cementing
jobs for higher priced HTHP wells, as we
did to two HTHP wells in 2002 (Rates we
charge for cementing services performed
on an HTHP well are usually higher than
the rates we charge for cementing

services performed on a normal well).

Directional Drilling

We offer a complete line of directional
drilling services, including directional,
harizontal, slim hole directional and cluster
well drilling. We performed directional
drilling on 139 wells, an increase of 46
wells compared to 2002. Turnover from
directional drilling services in 2003 and
2002 amounted to RMB113.0 miflion and
RMB72.0 million, respectively. This 56.9%
increase was mainly due to a large
increase in the number of development
wells we drilled compared to 2002.
Another reason for the boost in turnover
was attributable to our use of additional
LWD tools and high end directional

rotating and steering tools.

Other Well Services

We offer other well services, including
downhole drilling and Data Totalization
Services (DTS) to our customers.
Downhole services are associated with
well completion, well workover and
productionenhancement. This service
typically revolves around servicing
pipelines, filtering drilling fluids, sand
control, acidization, wireline technology
services, Navi pump operation, and coring

and downhole tools servicing.

DTS serves as a real-time data transmission

platform between the front line operation

system and the back office strategic
system. It puts together technical

solutions, including data totalization,

transmission and release, for oil
exploration and development activities
(such as drilling, geophysical surveying,
gas surveying, drilling fluids, cementing,
logging and directional drilling). It also
provides comprehensive data processing
and analysis and is as an accurate data
source for information collected during

drilling activities.

In 2003, turnover generated from other
well services amounted to RMB54.0
million, representing a 10.2% increase as
compared to RMB49.0 million in 2002.
This increase was primarily attributable
to a higher volume of downhole service

activities.
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Management Discussion &Analysis

Our marine support fleet supports offshore oil and gas exploration,
development and production by transporting materials, supplies and
personnel to and from offshore facilities, move and position drilling
structures as well as handle anchor and towing. Our oil tankers
transport crude oil and refined petroleum products.

Marine Support and
Transportation Services

We own and operate the largest and

most diverse marine support and

transportation fleet offshore China. As
of December 31, 2003, COSL owned

and operated 58 marine support vessels

and five oil tankers. The fleet operates
in the offshore China market as well as
in other markets. Qur marine support
fleet supports offshore oil and gas
exploration, development and production
by transporting materials, supplies and

personnel to and from offshore facilities,

move and position drilling structures as
well as handle anchor and towing. Qur
oil tankers transport crude oil and refined
petroleum products. As of December
31, 2003, 32 out of our 58 marine support
operated in the Bohai Bay area, 21 were
deployed in South China Sea,four
provided services in East China Sea and
one was under repair. All five oil tankers

operated in the Bohai Bay area.

COSL added a total of five newly built

vessels to its fleet in the respective months

of February, April, June, October and




November in 2003. We had originally
intended to put all seven newly built
vessels into operation by the end of
2003. However, delivery by the shipyard
in which Nanhai 221 and Binhai 287
were built was delayed until 2004.
Nanhai 221 has been in operation since
January 2004, while Binhai 287 started
operation in March, 2004. As such, our
marine support fleet consisted of 58
vessels as of the end of 2003. Due to
the expansion of our fleet and a decrease
in vessel repair days, total days of
availability, total days of operation and
average utilization rate increased in 2003.
Total days of availability increased from
19,100 days in 2002 to 19,471 days in
2003. Total days of operation increased
from 18,117 days in 2002 to 18,803
days in 2003, The average utilization
rate for our marine support vessels

reached 96.6%, compared to 94.8% in

[ Availability Utilization Rate

%

Key Specification

for each of the newly build vessels delivered in 2003:

Vessel Type Lengthieen BHP KW DWT
BH286 AHTS 230 8,160 6,000 1,944
NH220 Standby 227 6,908 5,080 1,890
BH266 Standby 228 6,300 5,000 1,767
BH267 Standby 228 6.800 5,000 1,767
BH268 Standby 228 6,800 5,000 1,767

2002. As a number of oilfields decreased
their production in 2003, transportation
volume of our oil tankers fell by 5.4%,
from 1,228,274 tons in 2002 to 1,162,
327 tons in 2003.

In 2003, we disposed of one of cur utility
vessels, Binhai 219 and one of our tankers,
Binhai 601, as they had difficulties in
keeping up with current transportation
needs due to aging. Binhai 219 and Binhai
601 were built in 1981 and 1979,
respectively. We believe the disposal of the

two vessels will not have a material adverse
effect on COSL's business operation.

We continued to look out for
opportunities in the global markets
throughout 2003. Both deployed in the
offshore Korea region near Pusan, Binhai
283 operated abroad for over four
months starting from January 2003,
while Binhai 291 operated abroad for

two months starting from June 2003.
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We are the leading provider of geophysical services offshore China.

- We also provide seismic and survey services in regions such as North
and South America, the Middle East,Africa and Europe. Our
. geophysical services are divided into two categories: seismic services
and surveying services.

T

Geophysical Services

We are the leading provider of
geophysical services offshore China. We
also provide seismic and survey services
in regions such as North and South
America, the Middle East, Africa and
Europe. Our geophysical services are
divided into two categories: seismic

services and surveying services.

Seismic Services

We own and operate a fleet of six seismic
vessels that provide seismic and offshore
seismic data collection services. Our
seismic fleet is equipped with modern
seismic and navigational equipment, and
is capable of gathering both 2D and 3D
high resolution seismic data. Four of our
seismic vessels mainly perform 2D seismic
data collection, and have an annual
seismic data collection capacity of 500,000km.
The other two of our seismic vessels
mainly perform 3D seismic data
collection, and have an annual seismic
collection capacity of 3,000km? . We also
own a central processing center, which

has the capacity to process 400,000km

of 2D and 4,000 km? of 3D seismic data
per year. The central processing center
is located in Tianjin and has a large
database of seismic data collected from
offshore China.

Seismic services recorded strong growth
in 2003. We collected 46,737 km and
2,33%km:? of 2D and 3D seismic data,
respectively. 2D seismic data collection
fell by 3.5%, from 48,222 km in 2002.
3D seismic data collection, on the other
hand, climbed 24.7%, from 1,875 km?
in 2002. We also processed 10,944 km
of 2D seismic data and 1,828 km? of 3D
data in 2003. 2D seismic data processing
activities slipped 32.6% from 16,244 km
in 2002, while 3D seismic data processing
activities recorded a decrease of 2.1%
from 1,867 km? in 2002. The significant
increase in revenue from geophysical
services in 2003 corresponded to an
increase in domestic demand and price
increase for our 3D seismic services.
Another factor for the growth was
attributable to the rise in seismic data

sales in the Gulf of Mexico.




During 2003, two of our six seismic vessels
operated overseas for the entire 12
months. Nanhai 502 performed services
offshore West Africa and Binhai 512 in
the Gulf of Mexico. Both seismic vessels
were engaged in 2D seismic data

collection.

Surveying Services

We own and operate a fleet of three
marine geotech survey vessels and
provide survey services offshore China.
We also own three light-weight drilling
rigs and 24 large-scale construction
equipment to perform onshore
geotechnical investigation and platform

foundation construction services.

We offer a variety of geotech survey
services, including seabed topographical
surveying, offshore construction appraisal,
cable and pipeline surveying, geo-hazard
analysis, soil sampling and analysis as
well as drilling rig leg damage analysis.
We also offer foundation analysis of
platforms, pipelines, bridges, docks and
other constructions, onshore seismic
services, oceanographic appraisals, data
processing, interpretation and reporting,
along with a broad range of geophysics-
related consultation services. In 2003,
our geotech survey activities were

comparable to those in 2002.
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Integrated Project Management

We offer oil and gas exploration and
production companies an Integrated
Project Management (IPM) program. We
tailor our services and products to special
needs of our customers, capable of
covering the entire life of an oil a